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BACKGROUND BACKGROUND 
Potential Advantages of IncentivesPotential Advantages of Incentives

iEncourage quality improvement and quality-
based competition among providers

iReduce unnecessary utilization and costs

iAttract high-quality providers

iAlign interests of provider, health plan, 
purchaser, consumer

iReduce need to monitor health care delivery 
prospectively or concurrently



BACKGROUND BACKGROUND 
Potential Disadvantages of IncentivesPotential Disadvantages of Incentives

iMay require higher payments to attract 
risk-averse providers

iMay distort service mix away from 
services and procedures not “incentivized”

iMay encourage patient selection

iMay entail substantial costs to administer



Overview of Major DevelopmentsOverview of Major Developments
During 2002During 2002--20032003

iNew or expanded efforts identified in most markets:

8Provider profiling and feedback on quality

8Public dissemination of provider quality measures

8Experimentation with financial incentives

8Use of quality information for network tiering

iAdaptation to PPO and traditional products

iContinued challenges: cost, complexity, 
provider acceptance



The Community Tracking Study The Community Tracking Study 
(CTS) Site Visits(CTS) Site Visits

iVisit 12 randomly selected communities every 
two years

8Tracking markets longitudinally since 1996

8Nationally representative sample

iConduct 70-100 interviews in each site

8Broad cross-section of health care stakeholders

8Triangulate results

iRound 4 visits: September 2002-May 2003



The CTS SitesThe CTS Sites

Little Rock, ARLittle Rock, AR

Phoenix, AZPhoenix, AZ
Orange County, CAOrange County, CA

Miami, FLMiami, FL

Greenville, SCGreenville, SC

Indianapolis, INIndianapolis, IN

Lansing, MILansing, MI

Northern NJNorthern NJ

Syracuse, NYSyracuse, NY

Cleveland, OHCleveland, OH

Boston, MABoston, MA

Seattle, WASeattle, WA

Site visits and surveysSite visits and surveys

Survey onlySurvey only



Why Health Plan Interest in Quality Why Health Plan Interest in Quality 
Incentives?Incentives?

iDecline of risk contracting with providers

iLoosening of utilization management 

iMigration of membership to PPO products

iMovement to large, inclusive provider 
networks



Why Health Plan Interest in Quality Why Health Plan Interest in Quality 
Incentives?Incentives?

iPressure to constrain medical costs

iDemand from organized purchasing groups 
in some markets

iPressure to stabilize networks and improve 
provider relationships



Key Findings in 2002Key Findings in 2002--03:03:
Use of Quality Information & IncentivesUse of Quality Information & Incentives

1
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1
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Non-financial
Network tiering
Exemptions from UM

715Financial incentives

35Public dissemination

1228Provider profiling

MarketsMarkets
(n=12)(n=12)

PlansPlans
(n=45)(n=45)

Use of Quality Use of Quality 
Information/IncentivesInformation/Incentives



Key Findings in 2002Key Findings in 2002--03:03:
I.  Provider Profiling on QualityI.  Provider Profiling on Quality

Rationale

i Identify poor performers and encourage 
improvement

Key Developments

iAdding quality measures to existing profiling 
systems for utilization/cost

i Implementing profiling in PPO products

iConsulting with outlier providers



Key Findings in 2002Key Findings in 2002--03:03:
I.  Provider Profiling on QualityI.  Provider Profiling on Quality

Types Quality Measures in Use

iProvider-specific HEDIS measures

i Inappropriate prescribing patterns 
(e.g. antibiotics)

iAdherence to disease management guidelines

iPatient satisfaction, complaints

iHospital volume, mortality, readmissions, 
adverse events

iCompliance with Leapfrog criteria



Key Findings in 2002Key Findings in 2002--03:03:
II. Dissemination of Quality MeasuresII. Dissemination of Quality Measures

Rationale

iSteer members to high-quality providers

Key Developments

iReleasing hospital information to physicians 
to inform admitting decisions

iReleasing information to consumers to inform 
choice of provider

iReleasing information to purchasers 
to inform choice of network, product



Key Findings in 2002Key Findings in 2002--03:03:
III. Use of Financial IncentivesIII. Use of Financial Incentives

Rationale

iEncourage quality improvement

Key Developments

iPhysicians: withholds, bonuses, and shared-
savings

iHospitals: quality-based payment updates 

i Incentive amounts vary from 2-10% of total 
payments

iMostly pilot programs, demonstrations



Key Findings in 2002Key Findings in 2002--03:03:
IV. NonIV. Non--Financial IncentivesFinancial Incentives

Rationale

iEncourage quality improvement

Key Developments

iExemptions from prior authorization 

iTiered networks based in part on quality

i“Centers of Excellence” designation



Key Findings in 2002Key Findings in 2002--03:03:
Continuing Challenges and IssuesContinuing Challenges and Issues

iData availability, quality, risk adjustment

iProvider acceptance

iCost of incentives 

iComplexity of administration

iConsumer awareness, understanding, use



Conclusions and Policy ImplicationsConclusions and Policy Implications

iPlans are early in their experimentation with 
quality information & incentives

iPotential rewards: cost savings, quality 
improvement

iPotential risks: new costs and added 
complexity



Remaining Questions and ConcernsRemaining Questions and Concerns

iStrength of incentives?

iUnintended effects?

i Interaction of cost and quality incentives?

i Interaction of quality incentives and member 
cost-sharing?

iCoordination of incentives offered by 
competing health plans?


